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KOREA KEY ECONOMIC INDICATORS 


All values in U.S. $ million and represent period averages unless otherwise 
indicated. P 
Exchange Rate: US$1.00=688.1 won First Half Est. Percent Change 1/ 
As of November 21, 1981 1980 1981 1981 1979 1980 1981 
INCOME , PRODUCTION, EMPLOYMENT 
GNP at Current Prices 57 5616 6D, 95> 26. -4, 14. 
GNP at Constant (1975) Prices 28,763 12,873 30,776 6.4 -5. 7; 
Per Capita GNP, Current Prices 151] 1703 2). -5. WR 
Plant & Equipment Investment, 
Current Prices 6149 28. , -2.4 
Personal Income, Current Prices 44,127 ‘ : Les 
Indices: 1975=100 
Industrial Production 209.8 ; BL Ire 1G. 
Avg. Labor Productivity 167.2 : , : 15. 
Avg. Industrial Wage 375.6 ; ; 22% 20. 
Labor Force (Thous.) 14,454 De 


Avg. Unemployment Rate (%) Sz - 
Total Population (Thous. Mid-Year) 38,124 72: , : i 


MONEY AND PRICES 

Money Supply 2/ 

Interest Rates (Comml. Banks) 

Indices: 1975=100 
Wholesale Price 229% 
Consumer Price, All Cities 221.5 
GNP Deflator fay Ne 


BALANCE OF PAYMENTS AND TRADE 

Gold and FX Reserves 2/ 6571 

External Debt 2/ 3/ 16,700 

Annual Debt Service 3/ 3000 

Annual Debt Service Ratio (%) 3/ 13.3 

Balance of Payments 4/ -3464 -1532 

Balance of Trade (FOB) -4384 -1901 

Exports (FOB) 5/ 17,505 -. 10,116 
To U.S. 4607 2678 

Imports (CIF) teyane i2,172 
From U.S. 4890 2811 

Average Exchange Rate (Won/US$) 608 676 

Period-End Exchange Rate (Won/US$) 659.9 685.1 


Major Imports from U.S. in 1980: (In millions of dollars, CIF) Grain : 
nonelectrical machinery ($408); cotton ($569); transport equipment ($397); electrical 
equipment and machinery ($396); and scrap iron ($234). 


Major Exports to U.S. in 1980: (In millions of dollars, FOB) textiles ($1,011); 
electrical products ($708); base metals and articles ($641); footwear ($491); and 
transportation equipment ($358). 


Footnotes: 1/ Because of devaluation, U.S. dollar prices for 1980-81 rates of 
change will be distorted from the previous year. 
Data are for end of period. 
Embassy estimates. Includes payments on all debt of 1 year and longer 
maturity as a percentage of total exports of goods and services. 
4/ Basic Balance 5/ Customs Clearance basis. 
Source: Bank of Korea, Economic Planning Board and Ministry of Finance. 
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SUMMARY: Against a calm political backdrop, the Korean economy has 
continued its slow recovery from the 1980 recession. But there are 
additional signs of weakness emerging in the economy--not necessar- 
ily pointing to another recession but worrisome because they put 
countervailing pressure on the Korean Government's determination to 
wring out most of the high inflation that has plagued Korea in good 
years and in bad. The major piece of alarming news this fall has 
been a drop in export letter of credit arrivals; the won has been 
pegged in practice to the dollar for most of the year, and the soar- 
ing value of the U.S. currency has hurt Korean export competitive- 
ness. Depreciation of the won is frequently suggested to remedy the 
problem, but this view is by no means universally shared. The Gov- 
ernment's new Five-Year Plan is bullish on economic prospects, pro- 
jecting 7 to 8 percent annual real economic growth, monetary sta- 
bility, and an economic system much more free-market oriented. 


The United States will continue to be a major Korean trade partner. 
This country also has ambitious plans for major projects in which 
American firms could be quite competitive if support is forthcoming 
from the Export-Import Bank of the United States. Several measures 
to liberalize imports and induce foreign investment into Korea have 
been announced, although it is too early to predict how the measures 
will be implemented. 


I. THE POLITICAL SETTING 


Korea has been politically quiet recently; while small campus demon- 
strations occurred toward the end of the school year, they were 
easily contained by the heavy security presence on campus. There 
were virtually no demonstrations during the summer. 


Anti-corruption remains a major focus of the Chun Government. The 
two most dramatic developments in this area were the relief of a 
high military commander and the arrest of President Chun's cousin 
for corruption. Both cases portrayed by the Government as concrete 
proof that closeness to the President is no sure protection against 
prosecution. 


In foreign affairs, President Chun's Government has consolidated its 
close ties with the United States, and some observers assert rela- 
tions between the two countries have never been better. Ambassador 
Richard L. Walker came to Korea in late July, replacing former 
Ambassador Gleysteen. President Chun had an extremely successful 
trip to all five Association of South East Asian Nations (ASEAN) 
countries in June, particularly impressive because four of the five 





countries have relations with Pyongyang as well as Seoul. While on 
the trip, the President repeated his January 1981 offer to North 
Korea to meet anywhere, including Pyongyang, and talk about anything. 
Several of the ASEAN States endorsed Chun's appeal. 


Korea's relations with Japan have been less smooth. Despite two 
ministerial-level meetings in the fall and tentative plans for a 
Chun/Suzuki meeting in the near future, Japan and Korea remain at 
an impasse over Korean demands for a dramatic increase in Japanese 
economic assistance. 


II. ECONOMIC SITUATION AND TRENDS 


THE MACROECONOMY: The year 1981 saw a slow recovery from the unprec- 
edented recession of 1980. The recovery has been slow both because 
of remaining weaknesses in some economic sectors and because of Gov- 
ernment policy. The weaknesses are most evident in the investment 
statistics. The preliminary figures for third quarter 1981 gross 
national product (GNP) show that domestic fixed investment fell by 
over 5 percent compared with the third quarter of 1980--and 1980's 
figure was itself quite low. Real consumption has risen only 
slightly throughout the year and in the third quarter stood 5 per- 
cent higher than the comparable figure of last year. 


The Government's overriding policy goal, both in 1980 and 1981, was 
to dampen the inflation that accompanied Korea's high growth years 
of the past and continued to rage even during the severe recession 
of 1981. The Republic of Korea Government (ROKG) emphasized a sta- 
ble exchange rate in 1981 and has kept a tight clamp on the money 
supply. Although the results have been startlingly successful--the 
wholesale price index for 1981 was expected to rise only about 23 
percent compared with a rise of nearly 39 percent in 1980. The 
price for that success has been considerable foregone growth and 
severe pressure on generally highly leveraged Korean firms. 


The engine that drove the economy throughout most of 1981 was exports, 
and the ROKG had hoped that by late fall the recovery in export 
earnings would have diffused through the economy, stimulating new 
investment and setting the stage for a new era of stable economic 
growth. So far, these hopes have not been realized, and by mid- 
autumn, it began to appear that the recovery was faltering a bit 
under the burden of the ROKG inflation-fighting program. 


The major worrisome sign was a falloff in September 1981 of export 
letter of credit (L/C) arrivals--a drop of over 15 percent compared 





with the same month of 1980. The rate of growth of exports and L/C 
arrivals had been slowing, but September was the first month that 
either of the export indicators dipped below the comparable figure 
of the previous year. Businesspeople seemingly had not regained 
their confidence or willingness to invest by the time the statis- 
tical alarms began to sound, and they seized upon the opportunity 
to increase pressure on the Government to bend from its anti- 
inflation course. At least coincidentally supporting those com- 
plaints, the prestigious Korea Development Institute, a Government- 
owned economic research and planning agency, reversed its earlier 
recommendation in late October and called publicly for a "more flex- 
ible" exchange rate policy in 1982 to spur exports and defend the 
balance of payments. That recommendation started a press debate 

on interest rates, money supply expansion, and exchange rates, 
which was still going on in mid-November. On November 9, 1981, the 
ROKG announced an average 1 percent reduction in deposit and loan 
interest rates, but since the Government plans steps to offset the 
resulting increase in the money supply, the relief to business will 
come only through a modest decrease in debt repayment burdens 
carried by firms. 


Despite the new signs of weakness, the economy does not appear to 
be in any imminent danger of slipping back into recession. The 


expected bumper rice harvest for 1981 will provide a major stimulus 
to the economy, and Korea should see about 7 percent real growth 
for the year. This would put the country slightly ahead of its 
position at the end of 1979; i.e., net real growth of 1 or 2 per- 
cent for the 1980-81 2-year period. 


For 1982, the ROKG predicts real growth of about 8 percent, with 
inflation further abating to 10-14 percent. We expect the Govern- 
ment to continue its stringent monetary policies, deviating oniy 
as much as necessary to keep the economy from faltering. One 
widely expected policy change is a slow depreciation of the value 
of the won, which could begin to take place as early as December 
1981. Although the won is technically floating against a trade- 
weighted basket of currencies, it has been pegged in practice to 
the dollar for most of the year. The reason, again, is the Gov- 
ernment's anti-inflation program, of which one element is a stable 
currency. Early in 1981, the ROKG announced that the won would be 
allowed to depreciate by no more than 5 percent against the dollar 
in 1981, and it held to that promise through mid-November. But 
with the dollar soaring in value during the year, the won became 
overvalued against most European currencies and against the Japa- 
nese yen. The Korea Development Institute said in late October that 





the won was about 4 percent overvalued against the dollar. With 
export growth beginning to lag, allowing the won to sink in value 
is seen by many businesspeople as the proper remedy. This view, 
however, is disputed in some quarters because of the inflationary 
effects on the economy that would result. (As an extreme example, 
the January 1980 one-shot devaluation of about 20 percent was fol- 
lowed in February 1980 by an increase in the wholesale price index 
of nearly 15 percent.) 


While there could be further adjustments in interest rates and a 
Slow drop in the value of the won, the Embassy thinks the Korean 
Government will continue, as it did in 1981, to emphasize stability 
and carefully design economic policies to minimize the inflationary 
impact on the economy. 


The recent economic news is by no means uniformly gloomy. Through 
September 1981, Korean exports were up nearly 26 percent in value 
over the figures for the same period of 1980; industrial production 
and shipments were also running ahead of 1980's pace. Orders for 
ships and other machinery surpassed 1980 levels. The money supply 
was under control (too well under control according to many busi- 
nesspeople), and the inflation news was remarkably good. For the 
first 9 months of 1981 compared with the same period of 1980, the 
wholesale price index was up 12.7 percent versus 33.9 percent; the 
consumer price index was up 14.3 percent versus 24.3 percent. These 
figures are a source of great satisfaction to the ROKG. The trade 
balance in 1981 through September was almost $1 billion healthier 
than in 1980, but much higher interest rates payable on Korea's 
large foreign debt have caused a net deterioration in the overall 
balance of payments and a rundown of foreign exchange reserves. A 
good rice crop in 1981 will provide a significant stimulus to the 
economy, and agriculture will account for perhaps as much as 4 per- 
cent of Korea's total expected real GNP growth of 7 percent for 1981. 


On balance, we are cautiously optimistic about Korea's short-term 
growth potential, although the next few months could be critical. 

A lingering recession in the United States could severely constrain 
exports to Korea's largest market, and domestic firms are anxiously 
watching for signs that Korean consumers will soon return in force 
to the marketplace. Likewise, the Government is waiting for signs 
that domestic businesspeople have regained their confidence and are 
again ready to invest. In the longer term, Korea's economic 
strengths--entrepreneurial skills, an educated and disciplined 
labor force, and a good infrastructure--should serve it well. One 
problem will be inducing the technology needed to make the jump 
from a newly industrializing to an advanced economy; some work will 





be needed to address the concerns of present and potential foreign 
investors, who are best-placed to bring that technology to Korea. 

This country is positioning itself to compete for world markets in 
high-techology products and creating a good investment climate for 
"high-tech" firms will be a key element of competition in the big 

leagues, 


AGRICULTURE: After experiencing a disastrous year in 1980, Korea's 
agricultural economy recovered in 1981. Winter and spring vegetable 
production was good, and summer production continued quite good. 
The barley crop was reduced somewhat by a drought in May and June 
of 1981, but an even more important factor was a reduction in area 
planted. (The economic returns to barley growers relative to other 
crops is unfavorable.) The spring drought also delayed the trans- 
planting of Korea's major crop, rice. The rains did finally arrive, 
the crop was transplanted, and the weather cooperated from that 
point on. The rice crop is now expected to be about 5.3 million 
metric tons (milled basis), approximately one-third greater than 
the 1980 crop. This greater production, coupled with over 2 mil- 
lion tons of imports last year, has created a relatively large 
carryover stock situation when compared with previous years. The 
Fifth Five-Year Plan, which began January 1, 1982, again calls for 
rice self-sufficiency. However, the steady industrialization and 
urbanization of the country continues to take its toll on the 
amount of land and labor available for agriculture. Coupled with 

a restrictive land policy and relatively small investments in 
agriculture and the necessary infrastructure, it is very question- 
able whether Korea will be able to achieve the Plan's food produc- 
tion goals. 


ENERGY: Korea is in the midst of a nationwide program to change 
radically the profile of the energy it consumes. That program, 
now only 2 years old, will see oil dependency dropping noticeably-- 
although still remaining high--with nuclear energy, natural gas, 
and coal taking on a much greater importance. Korea will build no 
more oil-fired electric power plants: industrial energy conserva- 
tion is catching on; large amounts of natural gas and coal will be 
imported; and local coal mines are improving their very low mecha- 
nization rate. These and other changes reflect deep awareness 
that Korea must reduce its dependency on imported oil, which now 
meets 62 percent of total energy requirements. 


Industry and social welfare must be fueled, however. At the end 
of the 1982-86 Five-Year Plan, Korea expects to consume 40 percent 
more total energy than in 1981. Most of the new energy will come 





from imports; local coal deposits and hydro resources are inade- 
quate, and renewable sources of energy such as solar or tidal 
energy appear to have limited potential here with current tech- 
nology. 


Coal is a key element in this 1981 change in energy usage pack- 
ages. The very large cement industry, for example, used almost no 
coal in 1979 but will import 1.3 million MT (metric tons) of bitu- 
minous coal in 1981 and use 2 to 2.5 million MT annually from 1982. 
The Korea Electric Company, which now fuels its power plants almost 
entirely with oil, will need 1.1 million MT of bituminous coal in 
1982 and 5.1 million MT in 1985. Nuclear power and liquefied 
natural gas (LNG) are also vital to Korea's plans. This country 
now has one nuclear-powered electricity generating plant on stream; 
LNG facilities are presently only in the design stage. Within the 
foreseeable future--by the end of 1986--six nuclear power stations 
are expected to be generating electricity and eight more to be un- 
der construction. LNG is scheduled to fuel plants generating 2.5 
million kilowatt hours by 1986. 


BALANCE OF PAYMENTS AND CAPITAL FLOWS: Through the first 9 months 
of 1981, Korea considerably reduced its current account deficit as 
compared with the same period of 1980 despite a considerable worsen- 
ing of the balance on invisible trade. This country's exports in- 
creased more than imports for the first 9 months, lowering the 
trade deficit from $3.43 billion through September of 1980 to $2.5 
billion for the first 9 months of 1981. The 1981 current account 
deficit was roughly $400 million less than at the same time in 1980 
despite an increase of about $1.5 billion in payments for services. 
The culprit, of course, was sharply higher interest payments on 
Korea's large international debt. 


Those same high world interest rates, together with sluggish domes- 
tic investment activity, have combined to sharply reduce this 
country's inducement of new foreign lending. Inflows of short-term 
capital were especially slow. Through the first three quarters of 
1981, only 44.8 percent of the targeted $1.7 billion in short-term 
capital arrivals had actually entered the country. Long-term capi- 
tal arrivals did slightly better; arrivals in the first 9 months 
amounted to $3.71 billion, or 62.1 percent of the nearly $6 billion 
planned for the year. 


The slow pace of capital inflows does not mean that Korea is losing 
its good reputation as an international borrower. The Korea Devel- 
opment Bank is currently negotiating a $500 million syndicated bank 





loan. The proposed loan will carry the most favorable terms and 
conditions ever offered a Korean banking institution. To take 

up the slack while waiting for interest rates to fall in world 
money markets, the Government allowed its foreign exchange reserves 
to decline considerably more than was planned at the beginning of 
1981. For the first S$ months, Korea's reserves lowered by $838 
million and stood at $5.733 billion at the end of September. The 
Government's earlier target was to increase reserves to $7 billion 
by December 31; it now appears doubtful that that goal will have 
been met. 


THE FIFTH FIVE-YEAR PLAN: The ROKG Economic Planning Board re- 
leased the final version of the Fifth Five-Year Economic and Social 
Development Plan on August 21, 1981. The Plan covers the period 
from 1982 to 1986, and charts a course toward three major Korean 
economic goals for the 1980's: price stability, continued high 
growth, and equity in income distribution. The major strategy 

for attaining those goals will be to change the overall management 
of the economy from direct Government control to a heavy reliance 
on market mechanisms. The Government budget will be brought into 
balance by gradually increasing the ratio of taxes to GNP from 

the 1981 level of 18.4 percent to 22 percent by 1986. The Govern- 
ment foresees eliminating the large deficits in its fertilizer 
fund and grain purchase fund by the end of the Plan period. 


The Plan projects an average annual growth of real GNP of 7.6 per- 
cent and a GNP per capita figure of $2,170 in 1986 compared with 
1980's $1,506. Exports will continue to be the engine of growth; 
the Plan foresees more than $100 billion in total foreign trade by 
1986 compared with the roughly $48 billion expected this year. 


Greater emphasis will be placed on the well-being of ordinary citi- 
zens, but the ROKG says policies to enhance equitable income dis- 
tribution will be complementary to, rather than competitive with, 
the growth objectives. Access to education will be increased, 
medical insurance coverage will be expanded, and efforts will be 
made to relieve the present shortage of housing for lower income 
families. 


Reaction to the Plan has been mixed; generally favorable assessments 
are coupled with critical comments about the lack of detail in the 
Government's plan to rely more on market mechanisms. (Indeed, the 
Fourth Five-Year Plan, which ran through the end of 1981, empha- 
sized--in theory--private initiative rather than central Government 
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planning.) Other critics have voiced concern about funding sources 
for the ROKG's ambitious social developmert plans. 


III. IMPLICATIONS FOR THE UNITED STATES 


The Korean Government has recently taken measures to liberalize 
trade and investment. A Fair Trade Act was promulgated on April l, 
1981, to promote competition and to control unfair business prac- 
tices, including abuses by monopolies and oligopolies. A three- 
phase import liberalization plan aims at 90 percent liberalization 
by import category by 1986. Incentives for investment are now pro- 
vided to all industries rather than the previous practice of choos- 
ing a few strategic industries to foster. Guidelines have been 
revised to open the door to more foreign investment, and branches 
of foreign firms here will be allowed to import directly selected 
industrial raw materials, machinery, and parts manufactured by 
their affiliates abroad for stock and sale in Korea. Foreign 

firms will also be allowed to directly export goods produced in 
Korea. 


U.S. EXPORTS TO KOREA: The downturn in the Korean economy in 1980 
caused no significant damage to U.S. export interests. Korean im- 
ports from the United States increased approximately 6 percent in 


nominal terms in 1980 to $4.8 billion, raising Korea to the posi- 
tion of llth largest market for American manufactured products and 
raw materials. 


Under the Fifth Five-Year Plan, the Korean Government predicts that 
total imports will increase at an annual rate of 15 percent, reach- 
ing an estimated $56.6 billion in 1986. Demand will continue to be 
strong for U.S. industrial raw materials, heavy machinery, and 
industrial and scientific products with a high-technology content. 
Korean manufacturers recognize the need to upgrade the quality of 
their products, especially products destined for overseas markets. 
U.S. firms can compete very effectively here for sales of the fol- 
lowing types of products: computers and peripherals, medical 
instruments and equipment, analytical and scientific instruments, 
energy conservation systems and equipment, electronics industry 
production and test equipment, food processing and packaging equip- 
ment, industrial controls, special machine tools, construction 
equipment, and telecommunications equipment. Korea will also con- 
tinue to be a major market for many U.S. agricultural commodities 
and industrial raw materials such as coal, chemicals, scrap metals, 
and logs. U.S. suppliers should strengthen their market presence 
through local representation, product advertising, sales calls, and 
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better communications with end-users and importers. In addition to 
ongoing purchases of raw materials and equipment used in the pro- 
duction of goods for Korea's domestic and export markets, there are 
also opportunities for the sale of goods and services for new indus- 
trial and public infrastructure projects. 


MAJOR PROJECTS: A number of ambitious Korean development projects 
are contained in the Fifth Five-Year Plan. Major projects now in 
various stages of planning and scheduled for completion before 1986 
include six nuclear power plants with a combined power generation 
capacity of 5,700 MW (megawatts) (total investment in 1980 constant 
dollars of $7.653 billion); expansion of shipbuilding capacity from 
4 million gross tons to 5.5 million gross tons ($882 million); con- 
struction of a new shipyard with 500,000 gross tons capacity ($326 
million); construction of two LNG import terminals with a combined 
annual storage capacity of 4 million MT ($702 million); construction 
of Seoul subway lines numbers two, three, and four and Pusan subway 
line number one, with a combined length of 128.3 kilometers ($3.45 
billion); construction of two multipurpose dams ($656 million); and 
construction of sewage treatment facilities capable of handling 3.9 
million MT per day ($1.08 billion). 


Plans have also been drawn up for the following new major projects 
to be started within the next 5 years: Muju Pumped Storage Power 
Plant with a capacity of 600 MW ($238 million), four coal-fired 
thermal plants with a combined capacity of 2,000 MW ($1.46 billion), 
and three nuclear power plants with a combined capacity of 2,750 MW 
($3.27 billion). Also planned to begin before 1986 are construc- 
tion of a second integrated steel mill with a 3-million-ton-per- 
year-capacity ($2.75 billion), expansion of Kimpo and Kimhae (Pusan) 
International Airports ($306 million), and the construction of a 
possible third multipurpose dam ($238 million). 


TRADE LIBERALIZATION: Korea's annual two-way trade volume is ex- 
pected to surpass $100 billion by 1986 and to consist of $53 billion 
in exports and $56.6 billion in imports. Criteria for foreign trad- 
ing licenses are to be further eased and the current trade plan over- 
hauled in favor of minimal controls on exports and imports. These 
objectives are being pursued gradually in order to minimize the im- 
pact on domestic manufacturers. The Korean Government recently 
announced a three-phase import liberalization plan. Under the first 
phase of the plan, noncompetitive raw materials for which there is 
no need to control imports, major export items (such as textiles) 
which are internationally competitive, and items for which there is 
not a competitive Korean industry all will be freely importable. 
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Under the second phase, machinery, electrical and electronic prod- 
ucts, petrochemicals, and metallic products with no international 
competitiveness on the part of domestic manufacturers and items 
contributing to the national welfare and standard of living will be 
liberalized. Major manufactured goods and luxury consumer goods 
will be liberalized under the third phase of the plan. The Korean 
Government will continue to protect domestic manufacturers of agri- 
cultural and livestock products, ordinary machinery, and strategic 
items that cannot compete with foreign counterparts within 5 years 
from 1986. The Government has also said it will use its system of 
flexible tariff rates to control the import of goods in categories 
"liberalized" under the plan. Obviously, the ROKG will have great 
leeway in interpreting the provisions of the new plan, and there is 
no way yet of predicting just how open the Korean market will be by 
1986. 


On May 26, 1981, the ROKG announced a new trade plan for July l, 
1981, through June 30, 1982, which eases import restrictions and 
increases the liberalization ratio (again, by category and not im- 
port volume) from 69.5 percent to 74.7 percent. Some 271 items 

were added to the "automatic approval" (AA) category, including a 
wide variety of agricultural and fisheries products, self-propelled 
road rollers, excavators, dehumidifiers for home use, electric appli- 


ance parts for home use, and fishing equipment and other sporting 
goods. The Government also announced the adoption of a new system 
whereby the items to be liberalized for import will be announced 2 
to 3 years in advance so that local companies can prepare for the 
new competition. 


On July 30, 1981, the ROKG revised the Trade Management Rules to 
allow branches of foreign firms to engage in exporting and/or im- 
porting on a limited scale. Initially, marketing by these branches 
will be limited to eight types of product sales, including indus- 
trial electrical appliances, electrical goods, chemical products, 
and construction and mining equipment. All goods must be brought 
into Korea for the purpose of stocking and selling directly to 
domestic end-users. 


FOREIGN INVESTMENT: According to ROKG statistics, foreign equity 
investment approvals since 1962 through the present total $1.22 bil- 
lion in 822 projects. The United States accounts for $280.5 million 
in 127 projects and Japan for $641 million in 611 projects. Korea 
aims to attract $200 million in new investment in 1981 but will 
probably not reach that goal. The Fifth Five-Year Plan targets a 
total of $2.5 billion in direct foreign investment during the next 

5 years. 
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On July 28, 1981, the Economic Planning Board (EPB) announced a 
series of new measures designed to improve the foreign investment 
climate. Under the guidelines, 427 (nearly 50 percent) of the 

855 industrial activities listed in Korea's industrial standard 
index will be open to foreigners. Some 320 of the 427 sectors were 
previously reserved entirely for Korean entrepreneurs. The new meas- 
ures allow up to 100 percent foreign equity in 56 "priority" sectors, 
including computers and electronic products requiring large-scale 
facilities. Foreign equity of up to 50 percent will be allowed in 
the remaining 371 "ordinary" sectors, which include auto parts, 
machinery, vessels, foodstuffs, pharmaceuticals, iron and steel 
products, and certain chemicals. The Economic and Commercial Sec- 
tions' staff can provide more detailed information on specific sec- 
tors of the Korean economy. 


Despite the presence of the new guidelines, however, the ROKG invest- 
ment approval process is still very much a case-by-case procedure. 
Approval for a foreign investment is generally required by at least 
two ministries; in at least one instance, an American investment in 
an industry specified as open by the new guidelines was disapproved 
by the ministry regulating that industry despite earlier approval 

by the EPB. 


Finally, the Korean Government bureaucracy was trimmed of over 500 
senior officials in early November 1981, and many functions within 
the bureaucracy were consolidated or abolished. The new system is 
not yet fully operational, but it appears that the Ministry of 
Finance will take over many of the functions relating to foreign 
loans and equity investments previously handled by the EPB. 
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ARE formation on the countries to which you are marketing. 
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YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
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Overseas Business Repcrts (oBR’s)—40 
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tions and future trends on the economy 
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